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ABSTRACT

This paper examines whether or not the financial ratio-based financial soundness
evaluation model is an adequate financial soundness evaluation model that corrects
management problems timely, and promptly detects possible insolvencies of life
insurance companies in advance while flexibly adjusting to future changes in the
financial market.

This paper presents a financial soundness evaluation model based on the financial
ratios for the 3 years, from 1997 to 1999, from 29 of 33 life insurance companies that
are currently in business, as of the end of March, 1998.

From the financial ratio-based financial soundness evaluation model, 3 explanatory
variables; the ratio of lapses and surrenders, the ratio of weighted non-performing assets,
and the ratio of risk-weighted assets to total assets were found to be significant in the
discriminant analysis model, and 5 explanatory variables; the ratio of claims paid, the
ratio of actual operating expense to expense loading, the ratio of premium income of
protection-type insurance to total premium income, the ratio of operating assets to total
assets, and the ratio of risk-weighted assets to total assets were found to be significant
in the logistic model.

The results demonstrate that the significance of explanatory variables of the financial
ratio-based financial soundness evaluation model differ depending upon analysis models,
and that they do not match that of the previous studies. Hence, these verified that the
financial ratio-based financial soundness evaluation model is inadequate to reflect the fast
changing management environment, and has some problems in case of South Korea,
such as lack of stability on account of the small sample size and inability to identify a
company’s strategic behavior. But the dynamic financial soundness evaluation model can
provide additional information on possibility of future insolvency and reflect changes in
management environment. Therefore, it can be more adequate for South Korea, than an
static one based on the financial ratios. Further studies on the utility of the dynamic

financial soundness evaluation model are necessary.

% Key Words: financial soundness evaluation system, insolvency

-7 -



